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Report  Summary 


Department  of 
Environmental  Quality 


This  report  contains  the  results  of  our  financial-compliance  audit  of  the 
Department  of  Environmental  Quality  (department)  for  the  two  fiscal 
years  ended  June  30,  1998.  The  department  commenced  operations 
July  1,  1995,  so  the  audit  covers  its  second  and  third  years  of  operation. 


Recommendation  #  1 


Recommendation  #2 


The  previous  audit  report  contained  seven  recommendations.  The 
department  implemented  four  and  partially  implemented  three  of  the 
recommendations.  One  of  the  partially  implemented  recommendations 
related  to  recovering  the  cost  of  the  water  and  wastewater  operator 
license  and  examination  function. 

This  report  contains  six  recommendations.  The  first  recommendation 
addresses  control  weaknesses  related  to  cash  collections.  The  other  five 
issues  address  noncompliance  with  state  and  federal  requirements 
regarding  water  and  wastewater  operator  fees,  accounting  for  federal 
activity  in  the  Special  Revenue  Fund,  cash  management  for  the  federal 
Abandoned  Mine  Land  Reclamation  program,  leave  accounting 
procedures,  and  federal  financial  reports. 

We  issued  a  qualified  opinion  on  the  financial  schedules  for  fiscal  years 
1996-97  and  1997-98  contained  in  the  report.  The  qualification  means 
the  reader  should  use  caution  when  relying  on  the  presented  financial 
information  and  the  supporting  data  on  the  Statewide  Budgeting  and 
Accounting  System  for  fiscal  year  1997-98. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 

We  recommend  the  department  establish  accounting  control 

over  moneys  received Page  7 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  recover  the  cost  of  licensing  water  and 
wastewater  operators  as  required  by  state  law  or  seek  legislation 
amending  the  statutory  requirement Page  8 

Department  Response:  Concur.  See  page  B-4. 
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Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


We  recommend  the  department: 

A.  Analyze  the  cause  of  improper  fund  balances  and  correct  its 
accounting  records. 

Department  Response:  Concur.  See  page  B-4. 

B.  Establish  procedures  to  ensure  Federal  Special  Revenue 
Fund  financial  activities  are  properly  accounted  for  at 

fiscal  year-end Page  9 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  request  AMLR  cash  in 

accordance  with  the  state/federal  cash  management 

agreement Page  10 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  review  its  leave  accounting 

procedures  and  ensure  the  procedures  are  uniformly  and 

equitably  applied Page  1 1 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  prepare  and  submit  federal 
Financial  Status  Reports  in  a  timely  manner  as  required  by 
federal  regulations Page  12 

Department  Response:  Concur.  See  page  B-5. 
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Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  the  Department  of 

Environmental  Quality  (department)  for  the  two  fiscal  years  ended 
June  30,  1998.  The  objectives  of  the  audit  were  to: 

1 .  Determine  if  the  department  complied  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvement  in  the  management  and 
internal  controls  of  the  department. 

3.  Determine  if  the  department's  financial  schedules  present  fairly 
the  results  of  operations  for  the  two  fiscal  years  ended  June  30, 
1998. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations . 

In  accordance  with  section  5-13-307.  MCA,  we  analyzed  the  cost  to 
implement  the  recommendations  in  this  report  and  believe  the  cost  is  not 
significant.  Areas  of  concern  regarding  compliance  with  laws  and 
regulations  and  state  accounting  policy  deemed  not  to  have  a  significant 
effect  on  the  successful  operation  of  the  department's  programs  are  not 
specifically  included  in  this  report,  but  have  been  discussed  with 
management. 

We  performed  procedures  to  evaluate  charges  for  services  for  costs 
incurred  in  the  Internal  Service  Fund  as  required  by  Section 
17-8-101(6),  MCA,  and  found  the  charges  and  fund  equity  to  be 
reasonable  for  the  operations  in  this  fund.  The  issue  on  page  8  related 
to  certification  and  licensing  costs  involves  a  Special  Revenue  Fund 
account. 


Background  The  1995  Legislature  created  the  department  as  part  of  a  major 

reorganization  of  the  environmental  and  natural  resources  functions  of 
state  government.  The  enabling  legislation,  Chapter  418,  Laws  of  1995, 
assigned  functions  related  to  permitting  facilities,  enforcement  of 
environmental  standards  and  remediation  of  environmental  degradation 
to  the  department. 
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Introduction 


In  March  1996,  the  department  initiated  an  internal  reorganization  along 
the  functional  lines  of  planning,  permitting,  enforcement  and 
remediation.  Department  management  obtained  budget  transfers  to 
reflect  financial  activity  for  fiscal  year  1995-96  in  this  program 
structure.  The  financial  schedules  report  the  department's  operations  in 
the  restructured  divisions. 

The  Planning.  Prevention  and  Assistance  Division  develops  air,  water, 
waste  management,  and  energy'  plans  to  protect  Montana's  resources. 
The  division  monitors  environmental  conditions,  maintains  data  on  the 
condition  of  Montana's  environment,  works  with  businesses  and 
government  units  to  adopt  environmental  practices,  and  provides 
technical  and  financial  assistance  to  implement  improved  environmental 
facilities. 

The  department's  Permitting  and  Compliance  Division  administers  the 
permitting  and  compliance  activities  which  relate  to  various  federal  and 
state  air  and  water  quality,  solid  waste,  land  use,  and  pollution  control 
laws.  The  division  reviews  and  assesses  all  environmental  permit 
applications,  prepares  appropriate  environmental  impact  documents  and 
inspects  facilities  to  determine  compliance  with  permit  terms  and  the 
underlying  laws  and  regulations. 

The  Enforcement  Division  implements,  coordinates  and  tracks  the 
department's  enforcement  activities.  The  department  has  enforcement 
authority  for:  emissions  affecting  air  quality,  handling  and  disposal  of 
hazardous  wastes,  asbestos  removal  and  disposal,  coal  mining,  gravel 
pits,  hard  rock  mining,  construction  of  large  powerlines/pipelines/ 
electrical  generation  facilities,  discharges  of  pollutants  to  surface  or 
ground  water,  disposal  of  solid  wastes,  disposal  of  junk  vehicles, 
subdivision  development,  community  wastewater  disposal,  and  public 
drinking  water  supplies. 

In  the  Remediation  Division,  department  staff  oversee  cleanup  at  state 
and  federal  Superfund  sites,  reclamation  of  abandoned  mine  lands, 
regulation  of  underground  storage  tanks,  and  removal  of  sources  of 
groundwater  contamination. 
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The  Petroleum  Tank  Release  Compensation  Board  is  attached  to  the 
department  for  administrative  purposes.  The  board  is  responsible  for 
administering  the  petroleum  tank  release  cleanup  fund.  Staff  of  the 
board  review  and  process  claims  for  reimbursements  to  tank  owners 
who  have  costs  due  to  remediation  of  contamination  from  leaking 
underground  storage  tanks. 

Activity  of  the  Director's  Office  (which  includes  the  department's 
personnel  office  and  legal  unit),  the  Board  of  Environmental  Review 
(which  is  administratively  attached  to  the  department  and  funded 
primarily  by  the  General  Fund),  and  Centralized  Services  Division  is 
reported  as  the  Central  Management  Program  on  the  financial  schedules. 
Responsibility  for  central  budgeting,  accounting,  fiscal  reporting, 
internal  auditing,  procurement  contracts,  and  information  technology 
services  rests  with  the  Centralized  Services  Division.  Most  of  these 
services  are  financed  in  an  Internal  Service  Fund  by  allocation  of  costs 
to  the  other  divisions  in  the  department  rather  than  by  direct  budgeting 
and  legislative  appropriation. 
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Prior  Audit  Recommendations 


Prior  Audit  ®w  °ffice  performed  an  audit  of  the  department  for  the  year  ended 

Recommendations  June  30,  1996.  The  report  had  seven  recommendations.  The 

department  has  implemented  four  and  partially  implemented  three  of  the 
recommendations.  Two  of  the  recommendations  partially  implemented 
relate  to  monitoring  of  grant  subrecipients  and  seeking  legislation 
amending  current  law  requiring  promulgation  of  rules.  The  department 
has  made  progress  toward  implementing  the  recommendations  but  they 
have  not  yet  been  fully  implemented.  The  third  partially  implemented 
recommendation  relates  to  recovering  the  cost  of  the  water  and 
wastewater  operator  license  and  examination  function  as  discussed  on 
page  8. 


Page  5 


Page  6 


Findings  and  Recommendations 


Weak  Controls  Over 
Cash  Collections 


The  department  should  establish  accounting  control  over  the  money  it 
collects  and  receives.  The  department  receives  checks  and  currency  as 
payment  for  environmental  impact  statement  studies,  licenses  and 
permits,  and  fines  and  forfeits.  According  to  department  records,  it 
collected  checks  and  currency  of  $7,756,840  and  $7,199,580  in  fiscal 
years  1996-97  and  1997-98,  respectively. 


State  policy  requires  agencies  to  maintain  appropriate  control  over  these 
collection  activities.  After  the  mail  is  opened,  one  employee  is 
responsible  for  custody  of  the  cash,  recording  payments  and  updating 
accounts  receivable  on  the  department's  computer  database  subsystem, 
preparing  the  required  SBAS  transactions  and  the  treasury  deposit 
ticket,  and  making  the  deposit.  With  one  employee  responsible  for  all 
these  activities,  the  department  cannot  ensure  all  moneys  received  are 
deposited  in  the  state  treasury. 

The  department's  current  staffing  level  should  allow  it  to  adequately 
separate  responsibilities  in  the  cash  collection  process.  If  the 
department  separated  the  duties  of  personnel  who  work  in  the  cash 
receiving  function  as  outlined  in  state  policy  (section  2-1210.90, 
Montana  Operations  Manual),  it  could  significantly  improve  control 
over  the  collection,  accounting,  and  depositing  process. 

Recommendation  #1 

We  recommend  the  department  estabUsh  accounting  control  over 

moneys  received. 


State  Compliance 


The  department  administers  state  and  federal  laws  related  to  water  and 
air  quality,  solid  waste  management,  disposal  of  hazardous  materials, 
toxic  waste  clean-up,  energy  conservation,  major  facility  siting,  and  land 
use  planning.  In  conducting  our  audit,  we  tested  the  department's 
compliance  with  selected  laws,  including  those  which  we  believe  to  have 
a  material  impact  on  the  financial  operations  of  the  department.  The 
following  two  sections  discuss  areas  where  the  department  can  improve 
compliance  with  legal  requirements. 
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Findings  and  Recommendations 


Fees  for  Water  and 
Wastewater  Operators 
Certification  not 
Commensurate  with  Cost 


The  department  is  not  in  compliance  with  the  state  law  (section 
37-42-304,  MCA)  that  requires  it  to  charge  fees  to  recover  the  cost  of 
licensing  operators  of  water  treatment  plants,  water  distribution 
systems,  and  wastewater  treatment  plants.  The  department 
supplemented  the  cost  of  licensing  these  operators  with  federal  and  state 
special  revenue  funds. 


In  fiscal  year  1997-98,  the  department  recorded  costs  of  $107,850  for 
licensing  water  and  wastewater  operators.  Approximately  60  percent  of 
these  costs  were  paid  from  licensing  fees.  A  portion  was  funded  by  the 
federal  Performance  Partnership  Grant  (PPG).  The  department  charged 
the  remainder  of  the  licensing  costs  to  the  Public  Drinking  Water  and 
Hazardous  Waste  state  special  revenue  accounts  as  match  for  the  PPG 
program. 

Department  personnel  said  the  state-mandated  certification  program 
originally  did  not  license  nontransient  public  water  supply  operators. 
When  the  department  received  the  federal  drinking  water  capitalization 
grant,  federal  regulations  required  these  operators  be  certified  or  the 
state  could  lose  up  to  20  percent  of  the  grant.  Department  personnel 
indicated  the  state  law  requiring  recovery  of  all  licensing  costs  through 
user  fees  does  not  take  into  account  the  requirements  of  the  new  federal 
regulation  for  the  drinking  water  capitalization  grant.  Department 
personnel  indicated  it  may  benefit  the  state  to  use  a  portion  of  federal 
grant  moneys  to  help  fund  its  licensing  program  for  operators  of  water 
and  wastewater  treatment  plants.  The  personnel  believe  this  was  not 
considered  when  the  law  was  adopted. 

Recommendation  #2 

We  recommend  the  department  recover  the  cost  of  licensing  water 
and  wastewater  operators  as  required  by  state  law  or  seek 
legislation  amending  the  statutory  requirement. 
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Findings  and  Recommendations 


Unreconciled  Special 
Revenue  Account  Balances 


The  department  records  its  federal  grant  financial  transactions  in  federal 
special  revenue  accounting  entities  on  the  Statewide  Budgeting  and 
Accounting  System.  State  accounting  policy  requires  most  federal 
special  revenue  accounting  entities  to  have  a  zero  fund  balance  except 
for  the  effect  of  encumbrances  ("A"  accruals).  We  noted  the  department 
had  22  accounting  entities  at  fiscal  year-end  1997-98  that  did  not  have  a 
proper  fund  balance  after  considering  the  effect  of  encumbrances.  The 
entity  fund  balance  errors  ranged  from  a  negative  ($200,895)  to  a 
positive  $1,423,889.  The  total  (net)  amount  of  these  errors  was 
$1,794,601. 


According  to  department  personnel,  the  errors  occurred  because  the 
Department  of  Administration  changed  its  accounting  policy  regarding 
encumbrances  and  federal  special  revenue  fund  balances  in  fiscal  year 
1997-98,  and  the  department  had  to  implement  the  policy  using  manual 
procedures  during  fiscal  year-end.  The  personnel  indicated  that  because 
they  have  not  yet  analyzed  the  fund  balances,  they  do  not  know  the 
effect  of  the  errors  on  related  accounts,  but  they  believe  most  of  the  fund 
balance  errors  resulted  from  accruing  too  much  or  too  little  revenue. 

Recommendation  #3 

We  recommend  the  department: 

A.  Analyze  the  cause  of  improper  fund  balances  and  correct  its 
accounting  records. 

B.  Establish  procedures  to  ensure  Federal  Special  Revenue  Fund 
financial  activities  are  properly  accounted  for  at  fiscal  year- 
end. 


Noncompliance  with 
Cash  Management 
Requirements 


The  Cash  Management  Improvement  Act  of  1990  (CMIA)  required  the 
U.S.  Treasury  to  enter  into  agreements  with  the  states  to  establish  terms 
and  conditions  for  cash  management  for  certain  federal  grant  programs. 
The  agreement  with  the  state  of  Montana  took  effect  on  July  1, 1993. 
During  the  audit  period,  one  federal  program  administered  by  the 
department  was  subject  to  the  requirements  of  the  agreement.  For  this 
program,  the  department  must  draw  funds  based  on  the  warrant 
clearance  pattern  established  by  the  Montana  Department  of 
Administration  (D  of  A).  The  clearance  pattern  is  an  estimate  of  the 
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amount  of  time  required  for  warrants  to  clear  the  bank.  Drawing  funds 
in  accordance  with  the  established  clearance  pattern  provides  assurance 
federal  cash  is  appropriately  managed. 

The  department  did  not  comply  with  the  CMIA  agreement  because  cash 
draws  for  the  Abandoned  Mine  Land  Reclamation  (AMLR)  Grant 
(CFDA  15.252)  were  not  made  in  accordance  with  the  clearance  pattern 
contained  in  the  agreement.  The  CMIA  agreement  requires  the 
department  to  draw  federal  funds  four  days  after  contractor  warrants  are 
issued.  During  our  review  of  cash  draws  made  in  four  months,  we  noted 
nine  cash  draws  that  were  made  between  4  and  38  days  before  the  funds 
should  have  been  drawn.  In  addition,  we  noted  15  cash  draws  where  the 
department  drew  federal  cash  later  than  the  agreed  upon  time  schedule 
by  up  to  eight  days.  For  fiscal  year  1996-97,  D  of  A  paid  $24,082  in 
interest  to  the  U.S.  Treasury  because  the  department's  cash  draws  were 
not  in  compliance  with  the  CMIA. 

Department  personnel  said  this  occurred  because  the  employee 
responsible  for  drawing  AMLR  grant  funds  is  relatively  new  to  his 
position  and  was  unaware  of  the  CMIA  agreement. 

Recommendation  #4 

We  recommend  the  department  request  AMLR  cash  in 

accordance  with  the  state/federal  cash  management  agreement. 


Inconsistent  Leave  Pool  The  purpose  of  a  leave  pool  is  to  ensure  only  the  leave  costs  earned  by 

Accounting  employees  working  on  a  project  are  charged  to  the  project.  Leave  pools 

are  designed  to  charge  programs  or  projects  for  leave  costs  as  the  leave 
is  earned,  and  to  fund  a  pool  of  cash  to  pay  the  employee  when  leave  is 
used. 

The  department  maintains  leave  pools  with  two  different  rates  used  to 
fund  leave  taken  by  certain  employees  who  accumulate  leave  while 
working  in  state  and  federal  programs.  The  two  leave  pools  with 
different  rates  were  moved  into  the  department  from  the  former 
Departments  of  State  Lands  (DSL)  and  Natural  Resources  and 
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Conservation  (DNRC)  when  state  programs  were  reorganized  to  form 
DEQ.  Leave  of  the  majority  of  department  employees  are  not  covered 
by  either  of  the  two  leave  pools. 

For  the  leave  pool  costs  to  be  allowed  for  federal  programs,  the  costs 
must  be  uniformly  applied  to  all  related  activities  of  the  governmental 
unit.  Since  the  leave  pool  rates  are  not  consistently  applied  to  all 
employee  leave,  the  costs  may  be  unallowable  under  federal  regulations. 

According  to  a  department  official,  only  portions  of  leave  pool  accounts 
were  moved  to  DEQ  from  the  former  DSL  and  DNRC  in  the  1995 
reorganization.  In  addition,  the  personnel  at  DEQ  were  not  familiar 
with  the  accounting  procedures  used  by  the  other  agencies. 

Recommendation  #5 

We  recommend  the  department  review  its  leave  accounting 

procedures  and  ensure  the  procedures  are  uniformly  and  equitably 

applied. 


Untimely  Federal  The  department  has  not  prepared  and  submitted  federal  Financial  Status 

Reporting  Reports  (FSR)  for  the  State  Revolving  Fund  Grants  (CFDA  66.458) 

since  1995.  Federal  regulations  require  that  the  department  prepare  and 
submit  the  reports  annually  no  later  than  September  30  of  each  year. 
The  financial  status  reports  document  the  amount  of  expenditures  paid 
by  a  federal  grant  program.  According  to  department  personnel,  the 
department  expended  or  loaned  State  Revolving  Fund  Grant  amounts  of 
$9  million  and  $7.2  million  in  fiscal  years  1996-97  and  1997-98, 
respectively. 

Department  personnel  indicated  the  FSR's  have  not  been  completed  in  a 
timely  manner  due  to  the  department's  reorganization  and  other 
department  priorities.  The  personnel  said  the  Centralized  Services 
Division  is  in  the  process  of  preparing  the  past  due  reports. 
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Recommendation  #6 

We  recommend  the  department  prepare  and  submit  federal 
Financial  Status  Reports  in  a  timely  manner  as  required  by 
federal  regulations. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor  *SB~  g\  Deputy  Legislative  Auditors: 

John  W   Northey,  Legal  Counsel  Pbk^S|£I!S6  lmi  1'L'"cS:r,ni-  Performance  Audit 

Ton  Hunthausen,  IT  &  Operations  Manager  '\sj$/&£00jj  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust,  Schedules 
of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the  Department  of 
Environmental  Quality  for  each  of  the  two  fiscal  years  ended  June  30,  1997  and  1998.  The  information  contained 
in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our  responsibility  is  to  express 
an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards    Those  standards  require  that 
we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  schedules  are  free  of 
material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule  presentation.  We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other  than 
generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete  presentation  and 
disclosure  of  the  department's  assets,  liabilities  and  cash  flows. 

At  June  30,  1998,  fund  balances  in  the  Special  Revenue  Fund  contain  errors  which  were  not  reconciled  by  the 
department.  The  errors  may  be  caused  by  misstatements  in  related  revenue  or  expenditure  accounts  during  fiscal 
year  1997-98.  It  was  not  practicable  to  determine  the  effect  of  the  errors,  but  we  believe  it  is  material. 

In  our  opinion,  except  for  the  effects  of  the  matter  discussed  in  paragraph  four,  the  financial  schedules  referred  to 
above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in  fund  balances/property  held 
in  trust  of  the  Department  of  Environmental  Quality  for  each  of  the  two  fiscal  years  ended  June  30,  1997  and 
1998,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

As  discussed  in  note  5  to  the  financial  schedules,  the  department  changed  its  method  of  accruing  federal  revenue 
in  fiscal  year  1997-98. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 
September  11,  1998 
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DEPABIMENlLQEENyiRQNMENTALaUAUIY 

SCHFDl"  P  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1998 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


Central  Management 
Program 


1.143,893 

1,400 

261,312 

23,076 

1.429,681 


474,726 

122.056 

37.565 

17,777 

74,964 

8.739 

94,906 

830,733 


Plan  Prevent  & 
Assist.Div 


2,230,449 
86 
25 

541.448 


2.772.008 


2,904,626 

184,345 

90,487 

143,704 

166.292 

4,318 

13,406 

597.013 


Enforcement  Division 


453,370 


110.918 


564.288 


51.155 
68.466 
14.218 
12,861 
27.190 

2.352 
115,542 


Permitting  &  Compliance 

Petro  Tank  Release 

Remediation  Division 

Div. 

Comp. 

Board 

Total 

1.868.379 

$                           4.376,818 
25 

$ 

250,756         $ 

10,323,665 
86 

1,450 

465,435 

1,069,405 

67,407 

2,515,925 
23,076 

2,333,814 

5,446,248 

318,163 

12,864.202 

9,927,300 

3.637,904 

88,018 

17,083,729 

166,953 

442.887 

12,591 

997.298 

78,072 

188.391 

10,346 

419,079 

119,860 

211.642 

9,538 

515,382 

204,784 

247,180 

24,868 

745,278 

13 

725 

5.056 

10,754 

43,326 

158 

78.735 

483,732 

1,162,725 

70,545 

2,524,463 

4,104,191 


291,784 


10,991,468 


5,934,780 


216,064 


22,369,020 


Equipment  &  Intangible  Assets 
Equipment 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less       Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authonty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty 


1525) 
(525) 


41,793 
17,952 


2.200,144 
2.663,683 


463,539 


64.374 
187.050 

212,115 


463.539 


1  -  See  note  3  on  page  A-13 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 


202.641 


202.641 


318 
151,479 


151,797 


6,071,980 

6,071,980 


610,588 


610,588 


6.539,406 
(1,937) 


7.375,736 
9,596,288 


2,220,552 


169.632 
2.050.920 


2,220,552 


(244) 
(244) 


16.063 


16,063 


2,259,889 

$ 

13,913,205 

S 

856,072 

11,111 
97,950 

2,150,828 

$ 

1,136,818 

12,081,296 

695,091 

$ 

309,247 
546,825 

2,259,889 

13,913,205 

856,072 

13,341,101 


13,341,101 


3,681 


13,341,101 

2,241,204 
7.408 


852.391 
903,853 


11,092,489 
13,515,614 


51,462 


2.423,125 


11,813 
39,649 


2,423,125 


51,462 
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39,013 
39.013 


1.000.915 


1,000.915 


12,420,956 


821,678 
11,599,278 


12,420.956 

2.498.597 
4,801 


9,917.558 
13,324,768 


3,407,210 


91.773 
3.315,437 


2,423,125  $ 


3.407,210 


106 
106 


3,747,400 
3,747,400 


92,144 


92.144 


^4,373,877 


4,373,877 


4,373,877 


1,939 


4,371,938 
6,646,688 
2.274,750 


2.274,750 


2.274. 7S£         $ 


240.991 
240,991 


16.381 

151,479 

1.000.915 

1.168,775 


3,747,400 
3,747,400 


6,071,980 
6,071,980 


610.588 
92,144 


702,732 


47,165,100 


2,278,854 

42,040,327 

695.091 

2,150,828 


47,165,100 

11.321,000 
33,844 


35,810,256 
46,650,894 


10,840,638 


337.592 

10.290.931 

0 

212.115 


10,840,638 


DEPARTMENTS  ENVIRQNMENTAL_QJJALITY 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30  1997 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 

Goods  Purchased  For  Resale  

Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Total 

Total  Program  Expenditures  &  Transfers-Out  $ 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 

Special  Revenue  Fund  $ 

Debt  Service  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less       Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authortty 
Unspent  Budget  Authority  $  ~~ 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty  $ 

1  -  See  note  3  on  page  A- 13 

2  -  See  note  5  on  page  A-1 4 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1. 


J10.604J 


(10,604) 


(10,604) 


(10,604) 


(10,604) 


Central  Management 

PlanP 

revent  & 

Water  Quality  Division 

Program 

Assist  Div 

$                            1.121,966 

$ 

2,577,641 
769 

2,000 

257.210 

615.352 

(10,071) 

1,371,105 

3,193,762 

(10.604) 

243.595 

54.488 

26,721 

9,607 

71,208 

13,371 
23,728 

5,120,770 

60.150 

80,190 

157,497 

150,879 

10,418 

13,924 

554,635 

442,718 


19.318 


19318 


1,833,141 


12,590 


1,820,551 


1,833,141 

(82.884) 
1,481 


1,914,544 
4,921,310 


15.387 
2.653.434 

337.945 


3J)06  766 


J3,006,766  $_ 


6,148,463 


75,263 
2.385 


77,648 


(18.577) 
68.720 


50,143 


9,835,534 


9JS3S.534 


631,185 


631,185 


19,936,735 

10,677,783 
(122,653) 


9,381,605 
11,762,293 


2,380,688 


23,607 
2,357,081 


2,380,688 


Enforcement  Division 


343,388 


81.077 


424,465 


26,623 

12,535 

8.774 

8.720 

13,012 

1,300 
71,818 


142,782 


2.524 


2.524 


Remediation  Division 

Permitting  &  Compliance 
Div 

1,488,943 

$                          3.991,859 

50 

384,283 

977,674 

1,873,226 

4,969,583 

14,114,292 

1,261,086 

36,713 

122,373 

60,108 

162,423 

92,643 

141,379 

140,712 

233,805 

7.200 

5.479 

31,044 

321.033 

864,463 
7 

14,770.980 

2,823,780 

40.578 

124.245 

1.725 

40.578 

125.970 

569,771 


9,902 


559,869 
714,484 


154,615 


16,540 
138,075 


154,615 


17,650 


17,650 


600,000 


600,000 


17,302,434 

6,370,906  1 
(108,195) 


11,039,723 
13,829,210 


2,789,487 


2.789,487 


2.789.487 


_?9U87_ 
991,187 


20,000 

'207000 


19,936,735 

$ 
$ 

569,771 

44,113 
525,658 

S 

$ 

17,302.434 
17,302,434 

$ 

8,930,520 

850,268 

18,279.967 

806,500 

$ 

726,925 
8,203,595 

8,930,520 

11,100 
3,713 


8,915,707 
10,182,710 


1,267  003 


146.790 
1,120,213 


1267003 


Petro  Tank  Release 
Comp  Board 


644,532 


164,778 


809,310 


102,953 

17,410 

32,113 

36,207 

60,250 

442 

423 

138,010 

387,808 


5,167 
5,167 


8,339,424 
8.339,424 


9,541,709 


9,541,709 


9.541.709 


J225) 


9.541,934 
9.878,826 


336,892 


336,892 


336,892 


Total 


10,168.329 

769 

2.050 

2.480,374 

(10,071) 

12,641.451 


20,858,715 

303,669 

370.329 

446,053 

669,866 

18.060 

65,541 

1,973.687 

7_ 

24.705,927 


267.095 
4,110 


271,205 


(927) 

68,720 

991,187 


1.058,980 

8.939,424 

8,939,424 

9,855,534 

9,855,534 

631,185 

631,185 

58.103.706 

1.633.896 

53.842.759 

806.500 

1,820,551 
58,103,706 

16.976,905 
J226.581) 


41.353,382 
51,288,833 

9935,451 


202,324 

9.395,182 

0 

337,945 


9,935,451 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


1.        Summary  of  Significant 
•     Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  and  Agency 
Funds.  In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liability  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy  also 
requires  the  department  to  record  the  cost  of  employees'  annual 
leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary  Funds. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy,  the 
department  records  revenues  in  the  accounting  period  earned,  when 
measurable,  and  records  expenses  in  the  period  incurred,  when 
measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year,  and  goods  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and  Accounting 
System  without  adjustment,  except  for  $1 1,100  of  revenue  and 
expenditures  recorded  on  SBAS  m  the  Agency  Fund  during  fiscal  year 
1996-97.  This  activity  was  reclassified  on  the  financial  schedules  to  be 
properly  reflected  in  the  Special  Revenue  Fund.  Consequently,  these 
schedules  do  not  agree  in  all  cases  to  final  SBAS  summary  reports. 
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Notes  to  the  Financial  Schedules 


Accounts  are  organized  in  funds  according  to  state  law.  The  department 
uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  federal  activity  such  as 
Abandoned  Mine  Lands  Reclamation,  Wastewater  Treatment,  and 
Performance  Partnership  Grants,  as  well  as  other  Environmental 
Protection  Agency,  Department  of  Interior,  and  Department  of  Energy 
grants.  State  Special  Revenue  Funds  include  Petroleum  Storage  Tank 
Cleanup,  Hazardous  Waste-Comprehensive  Environmental  Response, 
Compensation  and  Liability  Act  (CERCLA),  Underground  Storage 
Tank  Leak  Prevention  Program,  Reclamation-Bond  Forfeitures,  Solid 
Waste  Management  Fee,  Environmental  Quality  Protection,  Air  Quality- 
Operating  Fees,  Public  Drinking  Water,  National  Pollution  Discharge 
Elimination  System  (NPDES)  Permit  Program,  Montana  Pole  Remedial 
Action  (see  Note  3),  Subdivision  Plat  Review,  Major  Facility  Siting, 
Reclamation  and  Development,  and  Junk  Vehicle  Disposal. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-Term  Debt  Principal.  The  department  uses 
this  fund  for  state  building  and  energy  programs. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services  to 
agencies,  departments  or  programs  on  a  cost-reimbursement  basis.  The 
department's  Internal  Service  Fund  includes  indirect  charges  assessed 
against  all  units  of  the  department  by  the  Central  Management  program 
for  providing  department-wide  support  functions  and  services. 
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Notes  to  the  Financial  Schedules 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State  in  a 
trustee  capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  or  other  funds.  The  department's  fiduciary  fund  is  an 
Agency  Fund  used  to  account  for  cash  bonds  and  certificates  of  deposit 
held  for  reclamation  projects. 


General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations  from 
the  statewide  General  Fund  within  its  appropriation  limits.  Each  agency 
records  cash  or  other  assets  from  the  statewide  fund  when  it  pays 
General  Fund  obligations.  The  department's  outstanding  liabilities 
exceed  the  assets  the  agency  has  placed  in  the  fund,  resulting  in  negative 
ending  General  Fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1997  and  June  30,  1998. 


3.         Special  Revenue  Fund 
Balance 


In  fiscal  year  1996-97,  the  primary  responsible  parties  for  the  Montana 
Pole  Superfund  site  agreed,  by  court  decree,  to  pay  the  department 
$19,770,000  in  fiscal  year  1996-97  and  $10,700,000  in  fiscal  year 
1997-98  to  administer  the  Montana  Pole  remediation.  Because  this 
money  is  from  private  sources,  the  related  activity,  including 
expenditures  of  $6,420,425.82  in  fiscal  year  1996-97  and 
$2,250,906.05  in  fiscal  year  1997-98,  is  not  budgeted.  The  money  in 
this  remediation  account  is  invested  by  the  department  to  generate 
income  in  addition  to  the  settlement  payments  to  fund  future 
expenditures.  At  June  30,  1997  and  1998,  respectively,  the  Montana 
Pole  Remedial  Action  account  had  a  fund  balance  of  $13,733,933  and 
$24,436,979. 


4.        Loan  Proceeds 


In  fiscal  year  1997-98,  the  Petroleum  Tank  Release  Compensation 
Board  borrowed  $1,200,000  from  the  Board  of  Investments  to  finance 
claim  payments,  as  permitted  in  section  75-1 1-3 13  (3)(c),  MCA.  At 
June  30,  1998,  a  balance  of  $1,164,190  remained  on  the  loan.  The  loan 
is  for  a  period  often  years  and  is  to  be  paid  in  20  semi-annual  payments. 
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Accrual  Changes  Petroleum  Tank  Release  Board  -  Beginning  at  fiscal  year-end  1997, 

the  Petroleum  Tank  Release  Compensation  Board  began  to  accrue  a 
liability  for  the  claims  filed  as  of  June  30.  This  change  in  procedures 
resulted  in  a  $2,143,813  increase  in  benefits  and  claims  expenditures 
during  fiscal  year  1996-97. 

Encumbrances  ("A"  Accruals)  -  In  fiscal  year  1997-98,  DEQ 
suspended  recording  federal  revenue  to  match  encumbrances  recorded 
on  its  financial  schedules.  In  accordance  with  state  accounting  policy, 
encumbrances  are  recorded  as  expenditures  and  the  related  federal 
revenue  will  be  recorded  in  a  future  accounting  period.  In  fiscal  year 
1997-98,  DEQ  recorded  $3,890,301  of  encumbrances  as  expenditures 
in  the  Federal  Special  Revenue  Fund. 
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DEPARTMENT  OF  ENVIRONMENTAL  QUALITY 


MARC  RACICOT,  GOVERNOR 


STATE  OF  MONTANA 


&     ^_^__    - 


December  3,  1998 


DEC  "  3  |C)QR 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol,  Room  135 
Helena,  Montana  59620-1705 


Dear  Mr.  Seacat: 


By  this  letter,  I  am  transmitting  the  Department  of  Environmental  Quality's  formal  response  to  your 
Financial  and  Compliance  Audit  for  the  two  years  ending  June  30,  1998. 

I  would  like  to  personally  thank  your  office  and  the  audit  staff  that  was  assigned  to  this  endeavor  for  their 
dedication  and  professionalism  throughout  the  course  of  this  audit.  Their  findings  and  subsequent 
recommendations  have  provided  a  valuable  service  and  insight  to  department  management  relative  to  our 
fiscal-compliance  responsibilities. 

I  will  be  available,  along  with  appropriate  staff,  for  the  next  meeting  of  the  Legislative  Audit  Committee. 


Sincerely, 

Mark  Simonich 
Director 


cc:         Dave  Thorsen,  Administrator 
Centralized  Services  Division 
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"AN  EQUAL  OPPORTUNITY  EMPLOYER" 


Recommendation  #1 

We  recommend  that  the  department  establish  accounting  control  over  moneys 
received. 

The  department  concurs  with  this  recommendation. 

Our  cash  receipting  procedures  will  be  changed  to  provide  separation  of  duties 
and  better  internal  controls  by  January  1,  1999. 

Recommendation  #2 

We  recommend  the  department  recover  the  cost  of  licensing  water  and  wastewater 
operators  as  required  by  state  law  or  seek  legislation  amending  the  statutory 
requirement. 

The  department  concurs  with  this  recommendation. 

The  department  will  propose  legislation  to  the  1999  Legislature  to  amend  the 
statutory  language  that  requires  that  all  costs  of  this  program  be  covered  by  the 
fees  charged  to  the  licensed  operators  of  water  treatment  plants,  water 
distribution  systems,  and  waste  water  treatment  plants.   This  legislation  will 
allow  the  department  to  use  federal  dollars  to  supplant  the  operating  costs  of 
this  program,  which  is  consistent  with  the  department's  intent.  Ironically,  given 
the  passage  of  CI-75,  we  are  now  in  a  position  where  we  cannot  increase  fees 
to  be  commensurate  with  the  cost  of  administering  this  program  since  we  have 
no  authority  to  do  so  without  voter  approval. 

Recommendation  #3 

We  recommend  the  department: 

A.  Analyze  the  cause  of  improper  fund  balances  and  correct  its  accounting  records. 

The  department  concurs  with  this  recommendation. 

We  have  analyzed  the  cause  of  the  improper  fund  balances  and  are  working 
with  other  affected  agencies  to  make  correcting  accounting  entries  by  January 
1,  1999.   The  department  will  implement  appropriate  procedures  prior  to  June 
30,  1999  to  ensure  this  finding  is  not  recurrent. 

B.  Establish  procedures  to  ensure  Federal  Special  Revenue  Fund  financial  activities 
are  properly  accounted  for  at  fiscal  year  end. 

The  department  concurs  with  this  recommendation. 

We  concur  that  procedures  should  be  established  to  ensure  Federal  Special 
Revenue  Fund  activities  are  properly  accounted  for  at  fiscal  year  end.   We 
would  like  to  point  out  however  that  we  believe  the  Department  of 
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Administration  plays  a  major  role  in  our  ability  to  do  so.  As  noted  above,  the 
Department  of  Administration  changed  its  accounting  policies  in  FY98  and  we 
believe  that  corrective  actions  need  to  be  coordinated  by  the  Department  of 
Administration  with  input  from  the  various  agencies.  A  letter  dated  December 
3,  1998  was  sent  by  the  DEQ  Centralized  Services  Administrator  to  the 
Department  of  Administration  expressing  our  concerns  with  the  fiscal  year  end 
closing  procedures.   We  will  work  closely  with  them  to  address  these  concerns. 
The  department  will  implement  procedures  prior  to  June  30,  1999  to  ensure  all 
Federal  Special  Revenue  Fund  financial  activities  are  properly  accounted  for. 

Recommendation  #4 

We  recommend  the  department  request  AMLR  cash  in  accordance  with  the 
state/federal  cash  management  agreement. 

The  department  concurs  with  this  recommendation. 

We  have  implemented  this  recommendation  using  suggestions  provided  by  the 
Legislative  Audit  Division  staff. 

Recommendation  #5 

We  recommend  the  department  review  its  leave  accounting  procedures  and  ensure  the 
procedures  are  uniformly  and  equitably  applied. 

The  department  concurs  with  this  recommendation. 

We  will  implement  this  recommendation  by  July  1,  1999. 

Recommendation  #6 

We  recommend  the  department  prepare  and  submit  federal  Financial  Status  Reports  in 
a  timely  manner  as  required  by  federal  regulations. 

The  department  concurs  with  this  recommendation. 

The  department  has  prepared  and  submitted  all  past  due  Financial  Status 
Reports  and  will  monitor  deadlines  to  ensure  timely  submission.   The 
department  has  also  created  a  listing  of  all  financial  and  operational  reports  that 
are  due  for  each  division  and  we  will  utilize  this  listing  to  assist  in  tracking  the 
timeliness  of  reports. 
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